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Abstract
The main purpose of this paper is to determine the relationship between FDI and income
inequality in Latin America after Operation Condor. This study uses economic panel data from
seven different Latin American countries over a sixteen year time period. This study takes place
from 1982 to 1997. Other variables have been included in this study to achieve the most
accurate results possible. The results from this study show that FDI is significant to income
inequality at the 5% significance level in Latin America during this time period. Also, the results
indicate that FDI has a positive effect on income inequality.
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Introduction
As described, “Income inequality refers to the extent to which income is
distributed in an uneven manner among a population”(Mfigueroa, 2016). Essentially, a country
that has a large difference between the rich people and the poor people has high income
inequality. Income inequality is a major problem that occurs in many different economies
throughout the world. However, Latin American countries have faced abnormally high income
inequality rates for an extended period of time.
Operation Condor took place in Latin America from 1968 to 1983. Operation Condor was
an intelligence operation that was led by a military regime. This military regime was put together
by a few different Latin American countries. In an attempt to stop communism, the American
government actually helped the military regime in many different ways. First, the American
government helped train the military regime so they could correctly fight off communism in
Latin America. Second, the American government gave the military regime supplies and money
so that Latin America had enough resources to put an end to communism in the area. During
Operation Condor, people in Latin America were arrested for protesting against the dictatorships
that were in place in their countries. People in Latin America had every right to protest at the
time because the dictatorships were not in their best interest. The Operation Condor prisoners
were not given any trials so they were always found guilty no matter what. Unfortunately
Operation Condor went terribly wrong, and the military regimes tortured and killed many Latin
Americans. During this operation, there was about 400,000 political prisoners and about 60,000
people were killed in Latin America. Unfortunately, many Latin Americans also went missing

during Operation Condor. The military regimes also traveled throughout Latin America to find
any possible exiles. Unfortunately, during this time period no one was safe in Latin America.
Even people who tried to run away were found, tortured, and possibly killed.
Why s it important to study the relationship between FDI & income inequality in Latin
America after Operation Condor? Many people do not know about the terrible events that
occurred during Operation Condor because it was kept a secret for such a long time. Operation
Condor directly affected everyone who lived in Latin America at the time. Meaning, it is also
important to see how the terrible events affected the economies in Latin America.
Since Latin America faces high levels of income inequality, it is also extremely important
to study the causes of income inequality in Latin America. Many previous studies have indicated
that there is a relationship between income inequality and FDI. During the time period of this
study Latin America faced low FDI levels. Poor policies and corruption could lead to low FDI
levels for many reasons. As described, “Corruption within the political system is a threat to
foreign investment. By enabling people to assume positions of power through patronage rather
than ability, it introduces inherent instability into the political process thereby distorting the
economic and financial environment”( Dumludag 2012). Latin American countries have been
trying to create policies that benefit FDI in their countries for a long time now. As described,
“Many governments in Latin America have taken specific steps to foster FDI in their respective
countries” (Tsai 1995). Over time, many FDI policies have failed in Latin America. However,
would higher levels of FDI decrease the huge problem of income inequality in Latin America?

Literature Review
Mahutga & Bandelj (2008) studied foreign investment and income inequality in central
and eastern European countries. In their research, they used many different variables for FDI. As
described, “FDI has significantly contributed to the rise in income inequality in Central &
Eastern Europe” (Mahutga & Bandel,2008) Their research indicates that at least for the countries
that they studied in Europe, FDI did have a positive impact on income inequality. As explained
in their paper, “Foreign investment boosts income inequality” (Mahutga & Bandelj, 2008).
It is important to note that developing nations can also be negatively impacted by
investing money into countries that are less developed. Some studies have shown that this could
lead to higher levels of income inequality across the world. Chintrakarn at al. (2010) describes
“Income inequality has widened in both developed and developing countries over the past two
decades of deepening globalization. It is widely believed that outward FDI by developed source
countries in developing host countries has contributed to inequality.”
Herzer at al. (2014) describes that income inequality in Latin America is extremely high
and “it is not surprising that income redistribution (e.g. through poverty reduction programs) as
well as FDI promotion figure high on the agenda of policymakers in Latin America.” Herzer at
al. conducted empirical research to find out if increases in FDI in Latin America would help their
income inequality problems. Herzer at al. (2014) describes “Our major result on the inequalityincreasing effects of FDI involves a policy dilemma for Latin American governments. Many
governments in the region promote FDI inflows to benefit from spillovers and stimulate
economic growth” Meaning, that there are negative externalities to creating policies that benefit
FDI in some countries. Causing increases in FDI in these countries also causes income inequality
to increase.

Franco and Gerussi (2013) describe “We hypothesize that both FDI and trade might be
significant determinants of income distribution within these countries, due to the increasing level
of openness since 1989.” Their research was to find out if FDI and trade impacted income
inequality in countries that were in the process of major transitions. However, from their research
they found that FDI did not significantly impact income inequality in the transition countries that
they studied.
Tsai (1995) found that “First, the partial correlation between stocks of FDI and inequality
estimated by using the basic model is extremely sensitive to the inclusion of geographical
dummies.” Meaning, that FDI has different impacts on different places. In some places, FDI
could have a positive impact on income inequality. However, in other places FDI may not have
any impact on income inequality.
Lin at al (2013) found that “ Using the IV threshold regression technique on a panel of
developing and developed countries, we find a significant threshold level of human capital,
below which FDI exerts a disproportionately positive impact on the relatively poor, hence
improving income distribution. However, once beyond this critical level, FDI benefits the
nonpoor and hurts the nonrich, thereby exacerbating income inequality” Meaning that FDI
actually has different effects on the incomes of different people in different countries.
“The estimation results of the error correction model show that the deterioration in income
inequality is attributed to the increasing values of FDI inflows as a result of the changes in the
government policies from the mid- to late 1990s” (Mah 2012). The results from this study show
that FDI has a negative impact on income inequality in Korea. Meaning, that policies that are
created to benefit FDI would also help decrease income inequality in Korea.

Data
This study includes seven different Latin American countries including Argentina, Brazil,
Bolivia, Chile, Columbia, Venezuela, and Peru. This study uses panel data from 1982 to 1997.
To measure income inequality, I collected data for the GINI index for each of the Latin
American countries that I chose to study.
To measure FDI, data was collected for FDI, net inflows as % of GDP. To measure other
aspects of trade, I collected data for GDP and exports. To measure the health of the financial
sector, I collected data for both credit and savings. To measure other aspects of each country data
was collected for inflation, life expectancy, government developmental assistance, population
growth, and agricultural land. All of the data used for this study was collected from the World
Data Bank. All of the variables and their definitions are shown in table 1.

Table 1: VARIABLES AND DESCRIPTIONS

Model
GINI index=B0+B1FDI+B2inflation +B3credit+B4exports+B5lifeexpect+B6assistance
+B7electric+B8savings+B9population+B10GDP +B11agricultural+ U
The model is shown above. The dependent variable is the GINI index to measure income
inequality. The independent variables are FDI, to measure FDI, net inflows % of GDP, inflation,
to measure the inflation rate in the economy, credit, to measure credit provided by the financial
sector, exports, to measure the amount of exports as a % of GDP, lifeexpect, to measure the life
expectancy at birth, assistance, to measure developmental assistance provided by the financial
sector, electric, to measure electric power consumption, savings, to measure the amount of
savings, GDP, to measure the dollar amount of GDP per a year, agricultural, to measure the
amount of agricultural land in each country.

Empirical Results
First, I decided it would be best to summarize the data. As shown in Table 2, the GINI
index had mean of 50.95. This means that the mean income inequality in Latin America for the
countries that were studied during this time period was high. The minimum GINI index was a
33.15 and the maximum GINI index was 63.3. Meaning, that some of the Latin American
countries had much lower income inequalities than the others. For this study, the minimum FDI
was -0.52 and the maximum FDI was 9.22. Meaning, that the FDI results ranged from country to
country. However, the mean FDI for all of the countries included in this study was very low
equaling 1.65. There is a huge difference between the mean Gini Index and the mean FDI for the
Latin American countries being studied as shown in table 3.

Table 2: DATA SUMMARY

Second, I decided to run a correlation between the variables as shown in Table 4. Here,
the results showed that some of the dependent variables were highly correlated with each other.
Therefore, in order to receive more accurate results it was necessary to exclude some of the
dependent variables from my study. The dependent variables that I decided to keep were FDI,
inflation, GDP, assistance, credit, agricultural, and population.

Table 4: VARIABLE CORRELATION

After deciding which variables I should keep, I was able to run my first regression as
shown in table 5. The first regression showed that only some of the dependent variables were
significant to the GINI index at the 10% significant level. The variables that were significant to
the GINI index included FDI, GDP and credit. The variables that were insignificant at the 10%
significant level included inflation, assistance, agricultural and population. The r-squared for this
regression equaled .5464. The FDI coefficient for this regression was equal to 1.79761.

Table 5: FIRST REGRESSION

Finally, I ran another regression to omit the variables that were insignificant as shown in
table 6. The r-squared for the second regression equaled 0.5291. The FDI coefficient from the
second regression decreased a little bit from the previous regression to .8971658. However, FDI
had a positive impact on income inequality for both regressions. As expected, GDP had a
negative coefficient and decreased income inequality. Also, credit had a positive coefficient and
increased income inequality.

Table 6: Second Regression

Table 7 shows the trends between the Gini index and FDI and Latin America
during the time period that is being studied. As shown, FDI stays relatively low for the countries
that are being studied during the time period. Also as shown, the Gini index is decently high for
all of the countries that are included in this study.

Table 7: GINI INDEX & FDI TRENDS

Conclusion
To conclude, the study shows that FDI does have a positive impact on income inequality
in Latin America after Operation condor. Also, the study shows that credit increases income
inequality and GDP decreases income inequality. Therefore, it is recommended that countries do
not focus on creating policies to increase FDI if income inequality is a major concern in that

country. First, it is recommended that they focus on their income inequality problems because
increases in FDI will just increase income inequality more.
In the future, I would like to make my research better by adding more data to this study.
First, I would like to make my results a more accurate depiction of all of Latin America. I plan
on doing this by adding every Latin American country to my study. Also, I want to do is extend
the time period from 1982 to 2016 in the future. Doing this will allow me to see how income
inequality in Latin America has changed for 34 years following the terrible events of operation
condor. Also, I hope that extending my research for this study will cause my results to be more
accurate and cause increases in my r-squared.
Another thing I want to accomplish with this study in the future is to add more variables
to see what else impacted income inequality in Latin America. Personally, I find the topic of
income inequality in Latin America extremely interesting. Therefore, I am extremely curious to
find out what causes income inequality in Latin America to be so high. Unfortunately, I was
unsuccessful in adding corruption variables for the purposes of this study. However, I would like
to find a way to add corruption variables specifically to my model in the future. I am extremely
curious to see if the large amounts of corruption has a significant impact on the high income
inequality in Latin America.
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